One of the key goals of the economic policy makers of every country is to achieve internal and external balance. An unavoidable segment of the analysis concerning the achievement of internal and external balance is certainly the influence of the exchange rate regime applied in a country. European transition countries, despite their similar initial problems and final objectives, applied different exchange rate regimes adapted to the economic circumstances and needs of the country. The paper aims to examine and demonstrate the impact of the applied exchange rate regime on the internal balance of the transition countries. The research encompasses 10 representative transition countries, in the period from 2000-2014. The results of the research, from the aspect of internal balance, confirmed the justification of the application of the floating exchange rate regime in more developed, but not in less-developed, European transition countries. The application of floating exchange rate regimes in less-developed transition countries is associated with a considerably higher average inflation rate, which may be explained by the higher import dependence of lessdeveloped countries and by the consequent transfer of depreciation to price growth.
INTRODUCTION
Achieving internal and external macroeconomic balance presents the key economic goal of every country. According to the definition by Krugman and Obstfeld (2009) , when a country' s productive resources are fully employed and its price level is stable, the country is in internal balance. External balance represents a certain target state of the current account towards which economic policy makers aspire, and which may imply a lower deficit, namely, a current account surplus. The exchange rate regime, as a manner of establishing and managing changes in the exchange rate, influences how and to what extent the monetary authority will control not only the movement of the exchange rate, but also the volume of money and the level of interest rates, and thus how and how much it can affect international flows of goods and capital flows, price stability, production and employment. In that context, one of the key assignments of the monetary authorities is to choose an appropriate exchange rate regime, in line with the conditions of the national economy, and in accordance with defined macroeconomic goals. The most common classification of the exchange rate regimes is into fixed and floating regimes, which, as the two basic regime groups, depending on the intervention policy of the monetary authorities in the foreign exchange market, are operationalized in various forms. The IMF exchange rate classification from 1998, based on de facto exchange rate policies, distinguishes eight exchange rate regimes, grouped according to the increasing degree of flexibility: no separate legal tender, currency board arrangements, conventional peg, pegged exchange rates within horizontal bands, crawling pegs, crawling bands, managed floating and independently floating. In order to allow for greater coherence and objectivity and improve transparency, the aforementioned system of the exchange rate regimes was modified in 2009. 1 Despite similar initial economic problems and ultimate goals, the experience has shown, especially in the period after solving initial transition difficulties, that the choice of exchange rate regimes among European transition countries was significantly different -from independently floating to currency board arrangements, and acceptance of the euro as a common currency. Taking that into consideration, the paper seeks to determine whether the differences in the applied exchange rate regimes, after the period of macroeconomic stabilization, and in circumstances characterized by European transition countries, as countries with mutual similarities, but also their specificities in relation to other transition countries and developing countries as a whole, have led to differences in their macroeconomic performance at a domestic level (output, employment, inflation). The paper attempts to provide an answer to what extent the applied exchange rate regimes have affected the internal balance of transition countries. The starting premise is that the application of floating regimes in transition countries enables faster achievement of internal balance. The premise is based on the theoretical conception that automatic changes in the nominal exchange rate, which allows the application of floating regimes, weaken the effect of negative external shocks on the national economy, thereby alleviating internal disorders such as decline in production and employment. In floating exchange rates regimes, monetary policy, from the aspect of the use of instruments, is free enough to address the internal issues (price stability, employment, economic growth) and can have a stabilization (countercyclical) role. In the context in which the primary money issue should be linked to the value-creation process in the economy and, relating it mainly to exchange flows, the application of the fixed exchange rate regime, by imposing strict rules for the primary money issue, impedes the achievement of the optimum amount of money in circulation. This may cause the problem of liquidity, the slowdown of the economy, reduction of production and employment, or, on the other hand, it may lead to the inflationary processes. In addition to the Introduction and Conclusion, the paper consists of four segments. The first part of the paper discusses general experiences in the application of exchange rate regimes in the European transition countries that are on their path to the EU or have become its members. The second segment provides an overview of the main results of the previous empirical studies regarding the impact of the applied exchange rate regimes on internal balance. The third part of the paper describes the methods of research, the used data sources and the samples, while the fourth segment of the paper consists of the empirical part. The Conclusion provides the summary of the key results of the conducted research.
EXPERIENCES IN THE APPLICATION OF EXCHANGE RATE REGIMES IN EUROPEAN TRANSITION COUNTRIES
The beginning of the transition process has been characterized by the pronounced disorders of internal and external balance 2 and uncertain circumstances, as well as the need for faster economic development and integration into the regional and global economy. The three-digit inflation rate, which according to the study by Fischer and Sahay (2000) was avoided only in three European transitional countries, best illustrates the extent of economic disturbances rate exchange regime was one of the significant dilemmas of the European transition countries in circumstances where internal stabilization (reducing inflation) requires a more stable exchange rate, while external stabilization requires a more competitive and more flexible peg of domestic currency. Given that at the beginning of the transition process, the inflation was the biggest problem and the greatest concern, Fischer and Sahay (2000) note that many European transition countries, which entered the transition process relatively early, such as Poland, the Czech Republic, Hungary, Slovakia, Estonia, Croatia, and Macedonia, have opted for some form of fixed exchange rate in providing support to the disinflation process. 3 The fixed exchange rate as a nominal "anchor" of the stabilization program should contribute to combating inflation and putting it under control. Countries such as Albania, Bulgaria, Latvia, Lithuania, Romania and Slovenia have targeted a certain monetary aggregate, often insufficiently transparent, in order to stabilize prices, while the exchange rate is fundamentally determined by market forces. Due to the insufficient level of exchange rate reserves necessary to maintain the peg, or due to the belief that, in the circumstances of the increasing openness of national economies, the exchange rate market formation will prevent larger oscillations of economic activity, these countries opted for more flexible exchange rate regimes, mostly for independently floating. However, after a relatively short period, Lithuania, Latvia and Bulgaria, having failed to achieve the expected progress in fighting inflation and putting it under control, were forced to carry out monetary reform and move to the fixed exchange rate regime. Bosnia and Herzegovina, Serbia 4 and Montenegro are countries where, due to expressed political instability and war events, the transition process was discontinued, with a delay of almost a decade, and was continued with the application of fixed exchange rate regimes. Therefore, in the initial transition phase, given that the inflation was the biggest problem of most European transition countries in creating and establishing a framework of monetary stability, as one of the priorities for the successful implementation of the transition process, the priority was given to a fixed exchange rate regime which as a nominal "anchor" of the monetary, but also the overall macroeconomic, policy was to support the disinflation process. The experience of many transition countries has confirmed that the fixed exchange rate policy, as part of the anti-inflation strategy, has contributed to macroeconomic stabilization reflected in a relatively rapid reduction of the inflation rate to single digits, creating thus conditions for the improvement of structural reforms. Price stabilization and the continuation of structural reforms were accompanied by the inflow of foreign capital, which in the circumstances of maintaining the nominal exchange rate unchanged created inflationary pressure. This led to the appreciation of the real exchange rate and deterioration in the international competitiveness of the national economy, and consequently to the increased risk of rapid devaluation. The appreciation trend of the real exchange rate, due to the increasing openness of national economies, caused some transition countries to abandon fixed and accept more flexible forms of the exchange rate and monetary policy regime, with a view to stimulating competitiveness of the economy, (Beker, 2010). On the basis of the studies by Reinhart and Rogoff (2002) , and Bubula and Ötker-Robe (2002), and the IMF publication, primarily the report on exchange regimes and restrictions, but also based on my own research, it has been determined that Poland, the Czech Republic, Slovakia, Hungary and Serbia, following the initial macroeconomic stabilization established with the help of a fixed exchange rate and most often under the influence of capital inflows, gradually moved to more flexible forms of exchange rate regimes (horizontal bands, crawling peg and crawling band), in order to finally adopt the regime of managed/independently floating exchange rate. This practically means that the floating exchange rate regimes in these countries are still in use, except in the case of Slovakia, which, at first with the acceptance of the ERM II mechanism, and then the single 3 Fixed regimes: currency board arrangements, explicit and implicit peg, crawling peg with floating margins. Floating regimes: independently (free) and managed floating . 4 Although the monetary authorities of Serbia, after political changes in October 2000, announced the use of a managed floating regime, Beker (2010) finds that the fixed rate regime was applied in conventional form until January 2003.
currency -the euro, returned to fixed exchange rate regimes. The European transition countries, which, after the initial macroeconomic stabilization, decided to apply some form of fixed exchange rate regimes, given the state of internal and external balance, include: Estonia, Lithuania, Latvia, Bosnia and Herzegovina, Bulgaria, Montenegro and Croatia. Estonia, Lithuania (until entry into the Eurozone), Bulgaria and Bosnia and Herzegovina apply the currency board arrangements. Before the entry into the Eurozone, Latvia applied conventional fixed peg. Montenegro uses the euro as the official means of payment and, accordingly, a firm fixed regime in the form of official euroisation, while Croatia and Macedonia, by linking their currencies to the euro, apply the classic form of a fixed regime with the possibility of peg adjusting. It can be concluded that countries such as Albania, Romania and Slovenia, both in the initial and in the next stages of the transition process, applied floating exchange rate regimes and/or some form of so-called soft peg (usually in the form of crawling bands), although the exchange rate did not play the role of a nominal "anchor". Unlike Slovenia, which, like Slovakia, first accepted the ERM II mechanism, and then the single currency -the euro, returned to the fixed exchange rate regime, Albania and Romania, today, apply floating exchange rate regimes.
AN OVERVIEW OF PREVIOUS RESEARCH
Many empirical studies find the connection between fixed exchange rate regime and low inflation. Such is the study conducted by Ghosh, Guide, Ostry and Wolf (1996) on a sample of 145 countries classified into three groups (hard peg, intermediate and floating), on the basis of the official exchange rate regime applied during the 1960-1990 period. The average annual inflation rate in the countries that applied hard peg was 8%, 14% in countries with intermediate regime and 16% in countries with floating exchange rate regimes. Differences in average inflation rates are even more pronounced in a group of countries with low per capita income, where the difference between a fixed and a floating regime is almost 10 percentage points. Furthermore, the authors point out that the fixed exchange rate regimes, by increasing confidence in monetary authorities and the national currency, may cause more demand for the domestic currency (the desire to keep the money, not to spend), which will affect not only the lower money circulation speed, but also faster decline in domestic interest rates. A study carried out by the International Monetary Fund (IMF, 1997), which included developing countries, in the 1975-1996 period, classified in two basic groups of regimes (fixed and floating), showed that the average inflation rate is usually lower 5 to 6 p.p. in countries that applied the fixed exchange rate regimes than in countries with floating exchange rate regimes, with the observation that, especially during the 1990s, these inflation rates converged among themselves. Using a sample of 154 countries (22 industrial and 132 non-industrial), whose macroeconomic variables were observed in the period after the collapse of the Bretton Woods monetary system, Levy-Yeyati and Sturzenegger (2001) obtain results that also indicate the link between the fixed exchange rate regime and low inflation, but only if the fixed exchange rate regime was applied for five years or more. Countries that apply the fixed exchange rate regime for five years or more have lower inflation rates, but at the expense of slower economic growth. Contrary to that, countries that apply the fixed exchange rate regime for less than five years, in relation to the countries applying a floating exchange rate, achieve lower economic growth rates without having a positive effect on the inflation side. While studying the link between the exchange rate and inflation regimes, Rogoff, Husain, Mody, Brooks and Oomes (2003), using a sample of 153 countries in the period from 1946-2001, concluded that the advantage of fixed exchange rate regimes over other regimes relates mainly to developing countries with relatively low income. In the group of countries with emerging markets, research results showed the absence of a stronger link between inflation and exchange rate regimes.
In the group of developed countries, the results indicate that floating regimes are associated with somewhat lower inflation than in countries of the same group that have fixed exchange rate regimes. The advantage of a fixed over floating exchange rate regime in achieving price stability has been demonstrated in a recent study by Gosh, Kureshi and Tsangarides (2011), which included 145 countries (emerging and emerging markets -EMDCs), classified in three groups of de facto regimes (hard peg, intermediate and float), in the 1980-2010 period. It was determined that the average inflation rate in countries with hard peg amounted to 5.8%, 9.4% with float, and 11.2% with intermediate regime. The research concluded that the lower inflation rate is a consequence of the monetary discipline imposed by the fixed exchange rate regimes. The second reason for lower inflation is the "confidence effect" -the greater confidence created by the fixed exchange rate regime reduces inflation for the given money growth rate. Certain differences in empirical conclusions may be observed in not so extensive literature on the linkage of the exchange rate regime with economic growth, as is the case with inflation. In the aforementioned study, Gosh et al. (1996) note that the highest growth rate of GDP per capita of 2.1% was achieved in intermediate, followed by float of 1.7%, while in the application of hard peg the lowest growth rate of 1.4% was recorded. The authors explain differences in economic growth rates by the differences in investment rates and productivity growth. Namely, the investment rates have a declining trend from hard peg -through intermediate-towards float. However, fixed exchange rate regimes are linked to larger investments, but at the same time they are in correlation with slower productivity growth compared to countries with floating regimes. Furthermore, the research at the level of sub-samples led to different conclusions about economic growth. The highest rate of per capita income growth was recorded in countries with fixed exchange rate regimes, in the group of industrially developed countries and high income countries. In the group consisting of medium and low income countries, the highest rate of growth was recorded in countries with floating exchange rate regimes. However, the difference in rates of economic growth between countries using the fixed regime and countries using the floating exchange rate is not significant. The research of the International Monetary Fund (IMF, 1997) conclude that there is no clear link between the exchange rate regime and the production growth. The research showed that the average real growth rate was higher in countries with floating regimes compared to countries with fixed exchange rate regimes. This is partly a consequence of the inclusion of the fast-growing Asian economy in the group of countries with floating exchange rate. When these countries are excluded, the growth performance between these two groups of regimes does not differ significantly. Using the IMF's classification of the exchange rate regime, Levy-Yeyati and Sturzenegger (2001), found that the highest average rates of per capita income growth in the 1974-1999 period were achieved by the countries with intermediate regimes, in the amount of 2%, followed by countries with fixed exchange rate of 1.2%, while the lowest rates were recorded by countries with floating regimes of 1%. However, according to the Levy-Yeyati & Sturzenegger (LYS) regime classification, countries with floating regimes of 1.9% had the highest average growth rate per capita income. Rogoff et al. (2003) note that within developing countries, economic growth decreases with increased flexibility of the regime, although the effect is not statistically significant. Consequently, the claim that lower inflation is associated with higher exchange rate rigidity, according to the authors, seems to cause growth reduction. For emerging markets, the link between growth and the exchange rate regime is also uncertain. Contrary to that, developed market economies in floating regimes achieve higher rates of economic growth than those applying fixed exchange rate, without generating inflation. In fact, the results suggest that the rigidity of exchange rate is accompanied by slower growth for developed economies. De Vita and Kyaw (2011) conducted a study analyzing 70 developing countries in the period from 1981 to 2004. The study did not establish a significant link between the choice of the exchange rate regime and the economic growth. In an empirical study of the impact of the exchange rate regime on economic growth, conducted for the period of the first decade of the 21st century for Central and Eastern European countries, Ihnatov and Capraru (2012) conclude that countries that had applied more flexible regimes had better growth indicators in relation to countries with fixed regimes. A recent analysis by Sosvilla-Riveroa and Ramos-Herrera (2014) encompassing 123 countries, reveals that, from the aspect of economic growth, countries with intermediate exchange rate regimes have the best performances, while the countries with floating regimes have the poorest performances. Differences in the impact of the applied exchange rate regime are more pronounced in countries with a lower level of per capita income.
RESEARCH METHODS, DATA AND SAMPLES
The paper provides a comparison of the different exchange rate regimes according to their impact on the internal balance between two groups of European transition countries -countries that apply a fixed and countries applying the floating exchange rate regime, after a period of macroeconomic stabilization. The grouping of countries according to the exchange rate regimes that were applied by monetary authorities was carried out on the basis of a database prepared by Bubula and Ötker-Robe (2002) for the 1990-2001 period, and on the basis of the IMF publication -reports on exchange regimes and restrictions. In order to exclude the effect of the so-called low base, to a certain extent with some countries, and in order to get a sufficiently long period characterized by the predominant application of the fixed or floating exchange rate regime, the focus was placed on the period from 2000 to 2014. The analysis encompasses 10 European transition countries that are on their path to the EU or have become its members, namely four countries that during 2000-2014 mainly applied fixed regimes and 6 countries that mainly applied floating exchange rate regimes. In order to appreciate the differences in the level of development that exist between the countries with floating regimes, and to some extent limit the influence of the level of economic development on the results of the research, two samples each with three countries were taken from this group ( Table 1) . The classification of transition countries with floating exchange rate regimes into less developed and more developed countries requires the empirical analysis of the impact of the applied exchange rate regime on internal balance consisting of two parts. The first part of the empirical analysis includes countries with fixed exchange rate regimes and less developed countries with floating exchange rate regimes. In the second part, the same analysis is done between countries with fixed regimes and more developed countries with floating regimes. The GDP, the consumer price index and the unemployment rate were taken out of the set of basic macroeconomic indicators that point to the state of internal balance of a country. A comparative analysis and an impact assessment of the applied exchange rate regimes on economic growth, (un) employment and price stability, in the period from 2000 to 2014, is carried out between European transition countries with fixed and countries with floating exchange rate regimes, by comparing their long-term average values and their movements with the measure of variability (interval of variation and standard deviation). The examination of the statistical significance of the observed differences in the long-term average values of the observed macroeconomic indicators is done by a two-way Student's t-test for testing the equality of arithmetic means of two basic sets based on two independent samples, for a level of significance of 5% (α = 0.05), using EXCEL Statistical tool. Data on economic growth rates, inflation rates and unemployment rates, in relative values and annual frequency, on which a descriptive analysis and application of the statistical test are based, are taken from the IMF publication -World Economic Outlook, April 2016, except the data on unemployment rates in BiH, which are taken from the World Bank's statistics.
RESEARCH RESULTS

Countries with fixed and less developed countries with floating exchange rate regimes
Contribution of the exchange rate regimes to economic growth
By comparing the movements in annual real GDP growth rates using variables (variation interval and standard deviation), given in Table 2 , it can be noted that their values are more dispersed at the sample level of countries with fixed exchange rate regimes. However, the obtained data on the average value of the real GDP growth rate, realized in the period from 2000 to 2014, which at the level of the sample of less developed countries with floating regimes is 3.9%, and at the level of the sample of countries with fixed exchange rate regimes is 3.8%, indicate that these are negligible differences. The value of p = 0.950 > α, obtained by the t-test, also confirms that the observed difference in average values of 0.1 p.p. is statistically negligible. This means that there is no proven existence of a clear link between the applied exchange rate regime and economic growth.
CONTRIBUTION OF THE EXCHANGE RATE REGIME TO PRICE STABILITY
Significantly worse dispersion measures (variation interval and standard deviation), achieved at the sample level of less developed countries with floating regimes, shown in Table 3 , suggest that the application of these exchange rate regimes, in the long run, is accompanied by a lower degree of price stability compared to fixed exchange rate regimes. In addition, the t-test result (p = 0.011 < α) confirms that the difference in the average values of the inflation rates, achieved in the period from 2000 to 2014, is statistically significant, namely, that it is related to the differences in the applied exchange rate regimes. This implies that the greater contribution of fixed exchange rate regimes to price stability is proved in this part of the analysis, in comparison with the floating regimes. The result of data analysis using the Excel statistical tool -XLSTAT2016.
Impact of the exchange rate regime on the unemployment rate
The results of descriptive analysis, given in Table 4 , show that the values of annual unemployment rates, realized during 2000-2014, differ to a greater degree among countries at a sample level of countries with fixed regimes compared to the sample of less developed countries with floating exchange rate regimes. With more unfavorable dispersion measures, the sample of countries with fixed exchange rate regimes also has more unfavorable central tendency measures. According to the obtained data, the long-term average unemployment rate at the level of the sample with fixed regimes is 15.3%, and at the level of the sample with floating regimes 13.4%. The p value of 0.009 ˂ α obtained by a t-test indicates that there is observed difference in unemployment rates, regardless of the fact that it is relatively small, nevertheless statistically significant. In other words, the results of the test show that differences in unemployment rates are caused by differences in the applied exchange rate regimes.
Countries with fixed and developed countries with floating exchange rate regimes
Contribution of the exchange rate regime to economic growth
Descriptive statistics of the observed samples relating to the variability measurements (interval of variation and standard deviation), presented in Table 5 , show that, at the sample level of more developed countries with floating regime, the annual GDP growth rates, realized in the range of -1.1 to 7.9%, significantly differ from one another, than at the level of the fixed exchange rate regime, where they were realized in the range of -8.5% to 8.6%. However, in the period from 2000 to 2014, at the sample level of countries with fixed regimes, a slightly higher average value of the real GDP growth rate was achieved compared to the sample of the more developed countries with floating exchange rate regimes, namely from 3.8% towards 3.4%. The Student's t-test result (p = 0.765 > α) indicates that the difference in the average values of the real GDP growth rate is not statistically significant. This implies that the different exchange rate regimes have not affected the differences in the GDP growth rates. Therefore, as in the part of the analysis involving transition countries with fixed and less developed countries with floating regimes, there is also no evidence of the existence of a clear link between the exchange rate regime and the economic growth.
CONTRIBUTION OF THE EXCHANGE RATE REGIME TO PRICE STABILITY
By comparing the movement of annual inflation rates with the measures of variability (interval of variation and standard deviation), given in Table 6 , it can be noted that their values (achieved in the range of 0.2 to 8.7%) are less dispersed at the sample level of developed countries with floating regimes, than at the level of the sample with fixed exchange rate regimes (realized in the range from -0.3 to 11.3%). A lower degree of mutual differentiation of annual inflation rates at the sample level of more developed countries with floating regimes was also followed by their lower longterm average value, which, according to the data obtained, at the level of the sample with floating regimes is 3.3%, and 3.9% at the sample level with fixed regimes. Although descriptive statistics suggest that, within the more developed transition countries, floating regimes, in the long run, provide a somewhat higher level of price stability than fixed exchange rate regimes, the t-test result (p = 0.484 samples) shows that the difference in the average values of the inflation rate are not statistically significant, namely, from the aspect of the exchange rate regime, the samples behave as if belonging to the same group of transition countries. 
IMPACT OF THE EXCHANGE RATE REGIME ON THE UNEMPLOYMENT RATE
The results of the descriptive analysis presented in Table 7 indicate that the sample with floating regime, compared to a sample with the fixed exchange rate regime, has somewhat more unfavorable variability measures, that is, a wider variation interval and a higher standard deviation, but a better parameter of the central tendency, i.e. higher long-term average unemployment rate, namely 11% to 15.3%. The obtained p value of 0.0004 < α confirms that the difference in average unemployment rates of 4.3 p.p. is statistically significant, namely, that the applied exchange rate regimes had an impact on the difference in the mean values of the unemployment rate achieved in the fifteen-year period. 
CONCLUSION
On the basis of the obtained results presented in the paper, the advantages of floating regimes in relation to fixed exchange rate regimes have not been proved on all key macroeconomic indicators of transition countries, grouped according to the level of development, in the analyzed period from 2000 to 2014. The research shows that the European transition countries in the analyzed period achieved successful economic growth measured by the average real GDP growth rates, but with statistically negligible differences. The research has not determined which exchange rate regime contributed to economic growth to a greater extent. The research results of the effects of exchange rates regimes on the inflation rate reveal that in more developed European transition countries floating exchange rate regimes lead to price stability, and in the long run, to the levels ensured by fixed exchange rate regimes. Unlike more developed countries, the research has shown that fixed exchange rates lead to higher long-term price stability compared to floating exchange rate regimes in less developed European transition countries. The positive effect of floating regimes, in the long run, is particularly pronounced in employment. It has been determined that floating regimes, regardless of the level of the development of European transition countries, result in statistically significantly higher average employment rates than fixed exchange rates. The research results, from the aspect of the internal balance, confirmed the justification of the application of floating regimes in more developed, but not in less developed European transition countries. On account of the research results, it can be concluded that the application of floating exchange rate regimes in more developed European transition countries, with statistically negligible differences in average rates of economic growth, is associated with a lower unemployment rate and price stability, which is approximately at the same level as ensured by fixed exchange rate regimes in the long run. At the same time, the research results suggest that the use of floating regimes in less developed European transition countries, in the long run, with virtually identical average rates of economic growth, is followed by a lower unemployment rate but a higher average inflation rate, compared to fixed exchange rate regimes.
